
A RESOLUTION ADOPTING AN ANNUAL STATEMENT OF INVESTMENT 
P O L I C Y  A N D  I N T E R N A L  CONTROL GUIDELINES 

WHEREAS, l e g i s l a t i o n  enacted by the L e g i s l a t u r e  of  the  S t a t e  01' 
Cal i forn ia  requi res  the adoption by c i t i e s  o f  an  annual  investment p o l i c y ;  and 

WHEREAS, the  Ci ty  Council of t h e  C i t y  of Lodi wishes t o  implement 21 
program o f  in te rna l  cont ro ls  by which the C i t y ' s  i n v e s t m e n t  program s h a l l  be 
administered; 

NOW,  T H E R E F O R E ,  B E  I T  R E S O L V E D  t h a t  the  C i t y  Counci l  o f  the C i t y  o f  
Lodi  hereby adopts an investment pol icy and i n t e r n a l  c o n t r o l  g u i d e l i n e s  a s  se t ;  
f o r t h  herein.  

Dated: September 19,  1990 

I hereby c e r t i f y  t h a t  Resolution No. 90-146 was p a s s e d  and adopted 
by the City Council o f  the  Ci ty  o f  Lod i  i n  a regular meet ing  h e l d  September 19 ,  
1990 by the following vote:  

Ayes : Council Members - Hinchman, O l son ,  P i n k e r t o n ,  R e i d  and 
Snider (Mayor) 

Noes : Council Members- None 

Absent: Council Members - None 

~ ! W b V b L  
nnife  M. Perrin 

Deputy C i t y  C le rk  

f o r  Alice M. Reimche 
City Clerk 

90-146 



CITY OF LODI 
S T A " E K T  OF ZNVESWT FOLICY 

EXHIBIT A 

This statement 
investrent of ?he C i t . 1 ' ~  

i s  intended t o  provide quidelines for the 
t m r a r y  i d l e  cash under the Prudent ~Yan Fkile. (1) 

Objective 

inonitor and ?orecast evpenditures and revenues, t hus  e n a i i n g  the C i t y  t o  
invest  ,funds t o  the fullest extent  possible. 

The C i t y ' s  cash management system is desiTed to accurately 

The C i t y  strives to obtain 
+the highest yield obtainable 
safety and l iquidi ty .  

Toliar - 
The City m i n t a i n s  

purpses .  In te res t  earnings 
in each Fund. 

I n v e s W n t s  may be 
under current l eg is la t ion  of 
Sectim 53600 e t  seq.) . 

as long as iirwestments wet t h e  criteria for 

a p l e d  cash concept for izvestrent 
are allocated according t o  average daily cash 

made in +he f o l l w i n q  i n s t r m e n t s  as allwed 
the S t a t e  of California ( C b r e m t  Code 

. Securi t ies  of the U. S. Government, S ta te  of California 
or Local Agencies 

. Lccal Agency Investment Fund (State  Pool) 

. Cer t i f ica tes  of Deposit (tim deposits)  

. Negotiable Cer t i f ica tes  of Deposits 

. I3mkers Acceptances 

. m r c i a l  Paper 

. Money Market Funds 

. Repurchase A q r e m n t s  (collateralized by U.S. Treasury 
securities) 

. Passbook Savings Account 

. Other tha t  are, or  may becane, l q a l  i n v e s t n w t s  -ugh 
the Sta te  of California Government Code and with prior 
approval of the City Council 

(1) Civil Code Section 2261, e t  seq. states in part , 'I.. .in investing for 
t+.e benefi t  of another, a trustee s h a l l  exercise the judgment and care, 
mder  the circumstances then prevail ing,  which men of p,rudence, discretion 
.fid i i t e l l igence  exercise i n  the rranaqement of t h e i r  own affairs." 
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Criteria for  Selecting Investments (Lr order of cxicrity) c 
1. Safety 

potent ia l  loss of 2rincipa1, i n t e r e s t  or a ccrrbir?at;on of 'ihese m u n t s .  
The first level  of r i s k  control is found i n  state l a w  hi& restricts the 
par t icu lar  type of bwes-t prmissible for murzlcipalities. The second 
level  of r i s k  control is r d u c t i o n  of defaul t  risk by i n v e s t i n s  LT: 
i n s t r m e n t s  +JF,at appear, upon examination, t o  be t l e  mst credit *.mrthy. 

Safety LxLd r i s k  associated with an invesmct refers to &he 

The th i rd  level of r i s k  CORL-O~ is reduction of m r k e t  risk by LTvestinq 
in instrurrents that have r a t u i t i e s  coinciding with dates  of d isbursement ,  
thereby elm.a-,Lrlg ZCLSK CT LOSS from a forced sale. . .  - .  

The City of M i  oniy invests i n  mose irstnrments that are considered 
very safe.  

2.  Liquidity 

with a minim1 r i s k  of losirq some p r t i o n  of ?rincLpal o r  iyterest. 
.Maturities of tire c e r t i f i c a t e s  issued by hanks ard savinqs & loan 
c q a n i e s  are selected i n  ant ic ipat ion of disbursement needs. 
o r  the t o t a l  amount iwested ;aL& the k a l  .&.~er?cy Investnent  !?ud ezn be 
withdrawn in a 24-hour period. 

Liquidity re fers  t o  +_he zbility t o  easilY "cash in" a t  &IV t h e  

W r t i o n s  of 

< 3.  Yield 
Yield i s  che p t e r t i a l  d o l l a r  earnings ar. i n v e s e n t  car. 9rcviae 

and is also descrlbed 2s the irate of return. 
the nighest yield poss3Ae when seiect ing an invesbwnt provided 3 e  
criteria for safetv and l icwiditv are m e t .  

The City att- ts  to c b t a i n  

policv Constraints 

self imposed constraints. 
corporate bonds. 
spec i f ica l ly  authorized by cOur,cll. 
to assure prudent m a g m t .  

The City operates its isves-t prqram w i t h  m y  state and 
I t  does n o t  s r l a t e ,  purchase stocks or 

It does not deal i n  reverse repurchase acrree-wnts unless 
The por t fo l io  is carefully mnitored 

Safekeeping 
All securities that may be purchased, including collateral f m  

repurchase agreerents frmn brokers, Sroker/dealers or banks, are 
transferred t o  the C i t y ' s  designated bank. 
sends to t h e  Ci ty  a mnth ly  statement of what is being safekept which 
s h a l l  be reconciled m n t h l y  with the C i t y ' s  records. 

The C i t y ' s  d e s i s n a t d  a k  



I n v e s m t  Controls 
The City has developed a System of Interm1 Investxent Controls 

and a Segregation of Responsibil i t ies of I n v e s m n t  F'unctions (Ekhibit A) 
i n  order to assure ar? adequate system of internal control over the 
invesbwnt ,Function. c 
A Finance Department Ifivestmnt C a m i t t e e  has k e n  developed to  ensure 
controls are i n  order m d  prudent inves tmnt  procedures are followed. 
Members  of the C d t t e e  are as  follcrws: 

Finance Di.rector/Treaswer 

Assistant Finance Director 

;ievenue/Collections Technicim .md 

Department Secretary 

Investment Reports - 

'olicy t o  the City Council for their approval. -Ionthly, the Treasurer 
shall submit a report  t o  the City Council and City PAnnaaer shminq the 
t y p  of investrent ,  i n s t i t u t i o n ,  date  of mturity,  munt of deposit, 
r rarket  value of a l l  securities w i t h  a m t u r i t y  of over twe17Je m n t h s ,  rate 
of interest, specify in d e t a i l  each investment mde i n  repurchase 
a g r e m t s  and other  such data as  m y  be required. by the City. 

Annually, the  Treasurer w i l l  suhmit a Statement of Investment 

Investrrent Audit 
Annually, there shall be XI e terna l  a u d i t  of the C i t y ' s  

imestrnent prqram to assure campliance with investment policy and 
controls.  

( 
Inves-t P e r f o m c e  Evaluation 

Performance evaluation should include certain benchmark masures 
of rate of return. Benchmarks used f o r  1989-90, with average market rate 
of return and kdi's canparison, are as follms: 

BenchTark Measures 1989-90 Average Yield 

904ay U.S. Treasury B i l l s  7.980% 

Federal Fund Rate 8.461% 

Merrill Lynch Ready Asset 
(mney Market Fund) 

7.980% 

Local Agency Investrent Fund 8.786% 

c i t y  of kdi 8.829% 
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The folicwir-q ir.ternai control guide1ir:es ma seqreqation of 
responsibilities of Treasurer ?urctior,s k v e  been cmpiled by ';te 
California Mmicipl Treasurers i!ssoci2trcr!, i~ ccoperztion wit!! the 
California tMunicipal Finance Qfficers .&xciation m d  the County 
Treasurers Association. 

systems established by the ranaqement'z obiective cf enswirlg, as far as 
practicable: 

. +he orderly m.d efficient ~-cr?duct of i ts  business, h c l u d i x q  

. the safeguarding cf assots 

. the prevention or  detecticn cf e r ro r s  and fraud 

. the acmacy and c q l e t e r e s s  cf '-,e accountir.g records 

. the timely preparation of zeiiable financial information. 

adherence t o  mimaamnt p l i c i e s  

LLXITATIONS OF INTERNAL COhTEOL 
No internal control system, hmever e lahra te ,  can by itself 

parantee the achievement cf w a q m e n t ' s  objectives. 
can provide only reasonable assurance Lhat the objectives axe met, because 
of its inherent limitations, i x l u d i n g :  

In te rna l  c c n t r o l  

. management's usual requiremnt +that a control be 
cost-effective 

. the direction of mst controls a t  recurring, rather thm 
unusual, types of transactions 

. human error due t o  misunderstanding, ca-relessness, fatique or 
distraction 

. potential for collusion that circumvents controls dependent 
upon segregation of functions 

. potential for a person responsible for exercising c c n t r o l  
abusing that responsibi l i ty;  a manber of r m n a q m t  is 
frequently in  a F s i t l o n  t o  override controls which 
maqement has set up. 



ELEMEXCS OF 73- CONTROL 
Elerrents cf a system cf in t e rn i l  ccntrol are the means by which 

an organization can sat isfy the objectives of internal control, ,The 
f elements are: 

1. Organization 
Specific responsibility for the performance of du t i e s  should 

be assigned a d  l ines  of authority and reporting clearly i d e n t i f i d  and 
understood. 

2 .  P e r s o n n e l  
lersonnel should. have capabilities camensurate w i t h  their 

respnslbiiities . Personnel selection and t r a i n i n g  policies t c q e t h e r  w i t h  
the quaiity and quantity of sups-rvision are thus important .  

3.  Segreqation of F’unctions 
Zeqregation of inc-tible functions reduces the risk 3 a t  

a person is i n  a position both to perpetrate and conceal errors or fraud 
ii the n o m l  course of duty. parts of a t r a n s a c t i o n  are handled 
by different  -people, collusion is r,ecessaq to concea l  errors or fraud. 
I n  particular, the h c t i o n s  that  should be considered F;fien evaluating 
segregation of functions are authorization, execution, recording, custody 
of assets and Frforming reconciliations. 

i f  

4 .  Authorization 
All transactions should be authorized by a n  appropriate 

responsible individual. 
should be clearly delineated. 
specific transaction o r  granting general au tho r i ty  for transactions should 
be in a position c m n s u r a t e  with the nature and s i c p i f i c a n c e  of the 
trmsactions.  Delegation of authority to authorize t rarsact icns  should be 
handled very carefully. 

The responsibi l i t ies  and limits of author iza t ion  
The  individual or group a u t h o r i z i n g  a 

( 

5. Controls Over an Accountir,g System 
Controls over an accountir,g system include the procedures, 

both manual and EDP, carried out  independently t o  a s c e r t a i n  that recorded 
transactions are ccrrrplete, valid,  authorized and properly recorded. 

6. Safequading of Assets and W o r d s  
Controls should be i n  place to  prevent and detect loss, 

theft or  deterioration of assets. In addition, safepards are necessary 
tm prevent the loss o r  destruction of records and docurrrmtation. 
controls would involve custodial controls which are designed to  prevent or 
d e t e c t  unauthorized access to o r  use of asse ts  and records and 
acccuntability controls which c m p r e  accounting records to  assets to 
determine whether recorded assets exist and are prope r ly  recorded 111 
accordance w i t h  generally accepted acccmting principals (G .A .A.  P - ) . 

These 

7. Manaqernent 
T h e s e  are the controls exercised by m a n a g e n t  inc lud ing  

‘ky-tG-ddy supervision , overall supenJisozy controls, rrranaqerwnt review of 
;iqnificant transactions, m a g m n t  review of accounts  and c a n p r i s o n  
’hereof to budqets, m a q m t  review of the adequacy of internal control 
,y,d me internal audit function. 

L 
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< SEGREGATION OF P?SX:iSIBIL2IZS OF THE XGLTZi? X.:CTICNS 
CITY OF I D D I  
Function ?eswnsibiLity 

1. .\uthorization cf Fnvesner.t 
'ilransactions : 

. Formal im7estrent w l i q  
shouid ke 
- prepared h<.......................T=easwer 

- suhutted to ...................... City Ccuncil 

. Investmnt transactions 
should be Eipprcved by.. ............ .Treasurer 

2 .  Zxecuticn of hvestmmt . L - s s i s t L m t  Fir?arce C i r e c t o r  ?JD 
+sansactions : ......................... &venue/Collttctions T s c h n i c i a n  

3. Timely recording of 
ir,vestment transactions : 

. Recordiq Gf h v e s m n t  
transactions in the 
Treasurer ' s records. ................ Finance ikparbrent Secretary 

. ,&cording of investment 
transactions in the 
accounting records. ................. Senior A c c o u n t  C l e r k  

4. Verification of invesbnent, 
i . e . ,  match broker 
confirmation to Treasurer's 
records ............................... T r e r  



F'unction Responsibility 

c 
5. Safeguarding of Assets and 

Records : 

. Reconciliation of 
'IYeasurer's records to 
the Accounting records. ............ .Finance ikpartrnent Secretary 

. Reconciliation of 
Treasurer's records to 
bank s t a t a n t s  and 
safekeeping records.. .............. . . e~e~ lue /Co l l ec t ions  Technician 

. Recording mterest 
received. ........................... .?evenue/Collections Technician 

. Review of: (a) financial institutior!'s 
financial condition ................. 3 e a s u r e r  
(b) safety, liquidity and 
potential yields of investment 
instrurraents ......................... TrodSUTer 
m.d (c) reputation and financial 
condition of investment 
Brokers/Dealers. ................... .Treasurer 

. Pericdic reviews of 
collateral should be 
perfo rmed......................... .Treasurer 

6 .  Management's periodic review 
of the investmnt portfolio 
as prepared by the Treasurer 
- key areas which should be 
reviewd are investment 
types, purchase price, 
market values, maturity 
dates and investmznt yields 
as wll as conformance to 
stated investrent policy.. ........... .Independent Auditors 

7. To achieve the objectives of internal control, the Treasurer m y  
delegate or transfer any of the above responsibilities except those 
of C i t y  Council. 
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